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D uring the first half of 1965, banks increased their loans at the fast-
est rate of the current expansion even though Federal Reserve
policy was less stimulative than it had been since the present up-
swing began.
Loan increases during the first quarter were heavily influenced
—as were gross national product and industrial production—by
temporary and unusual circumstances, mainly the large build-up
in inventories of steel and automobiles and increased purchases of
automobiles by consumers. Lending in that period also reflected
effects of the dock strike and a surge in foreign loan demand.
Continued expansion of the economy helped to maintain credit
demands in the second quarter, but the growth rate was less than
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NOTE.—Seasonally adjusted last-Wednesday-of-month data, ex-
cept for June 30 and Dec. 31 (Dec. 31 data estimated for 1962
and 1963), {or all commercial banks. Interbank loans excluded.
Latest figures, June (preliminary).
A large inflow of time and savings deposits in tjhe first quarter,
in response to higher rates permitted under Regulation Q since
last November, helped banks to meet the increased demands for
credit. At the same time, however, with Federal Reserve policy
somewhat firmer, banks reduced their investment in Govern-
ment securities, and member banks increased their borrowings
from the Federal Reserve. Average holdings of excess reserves
declined.
The money supply, while fluctuating, rose moderately on bal-
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ance over the first half of 1965; most of the increase occurred in
June. Earlier, movements in the money stock had been influenced
by large transfers of funds into time and savings deposits and then
by large but uneven build-up in Treasury cash balances.
Most short-term interest rates were higher at midyear than in
late 1964. Yields on Treasury bills in recent months, however,
have on the average been moderately below the peaks reached in
late February; most recently they have tended upward again.
Long-term yields showed little net change until May and June,
when yields on corporate and State and local government issues
rose somewhat in response to an increase in new offerings.
The sharp increase in bank loans to foreigners in late 1964
and early 1965 contributed to a large deficit in the U.S. balance
of payments. In February the Federal Reserve—at the request of
the President and in cooperation with the Treasury—introduced
a program under which financial institutions were asked to limit
voluntarily their expansion of foreign loans and investments. The
initial impact of this program has been to reduce and then to re-
verse net dollar outflows from commercial banks.
The loss of monetary gold by the United States during the first
half of 1965 exceeded that during all of 1964. About $260 mil-
lion of the $1.4 billion decline since the year-end represented a
transfer of gold in late June to the International Monetary Fund
in accordance with this country's agreement last March to a 25
per cent increase in its quota at the Fund; this transfer of gold
to the Fund did not affect the international reserve position of the
United States since the amount the United States can draw freely
from the Fund increased correspondingly. The large gold sales to
foreign countries in the first half of 1965 were offset by a similar
large decline in U.S. liabilities to foreign monetary authorities.
Early in March the Congress removed the requirement that
the Federal Reserve Banks hold gold certificates equal to 25 per
cent of their deposit liabilities, but it retained the gold certificate
requirement against Federal Reserve notes. Gold certificates thus
freed could then be used to meet the requirement for Federal
Reserve note liabilities, and the ratio of certificate holdings to
Federal Reserve liabilities subject to the requirement rose from
less than 28 per cent to 42 per cent. On June 30 the ratio was
38.6 per cent, but without this change in the law it would have
been slightly under the statutory limit.
BANK CREDIT ^T , . . . ,
Notwithstanding a reduction in marginal reserve availability,
bank credit, seasonally adjusted, increased by $15.0 billion during
the first half of 1965, or at an annual rate of 11.2 per cent. This
contrasted with growth of 8.4 per cent for 1964 as a whole.
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The expansion was particularly sharp in the first quarter when
loans rose at a seasonally adjusted annual rate of 20.8 per cent,
compared with 11.8 per cent for the whole year 1964. Even in the
second quarter, however, loans continued to rise at a considerably
faster rate than during the previous year. As a result, the loans-to-
deposits ratio, which had stabilized in the last few months of 1964,
rose to a postwar high of 63.5 per cent at midyear.
Banks reduced their Government security holdings—especially
of short-term issues—during the first half, but holdings of other
types of securities continued to rise. On a seasonally adjusted
basis, total bank investment in securities declined.
SHORT-TERM GOVTS.
CHART 2 BANK LIQUIDITY declined in first half of '65
PER CENT OF DEPOSITS
NOTE.—Based on data for all commercial banks. Loans exclude interbank loans. Short-term U.S.
Govt. securities are those maturing within a year as estimated by the Federal Reserve. Deposits
are net of cash items in process of collection. Latest figures (preliminary): loans, June; U.S.
Govts., May.
The liquidation of short-term Government securities reduced
the ratio of such assets to deposits to the lowest level of the current
cycle except at the time of the July 1964 advance refunding, but
the ratio still remained somewhat above thej lows of 1956 and
1960. However, some banks have increased their holdings of
other money market assets—such as bankers' acceptances and
dealer loans—during this expansion, and others have acquired
liquid funds through the sale of certificates of deposit (CD's).
Moreover, an increasing number of smaller banks recently have
used the Federal funds market as a vehicle for reserve adjustment.
Foreign bank credit. In addition to strong loan demands from
domestic businesses and others in the first quarter, there were un-
usually large net extensions of U.S. bank credit to foreigners in
early 1965—as there had been in the fourth quarter of 1964.
Such credit outstanding had increased by alj)out $300 million a
month in the period December through February.
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Loan demands from abroad during 1964 reflected increasing
tightness in European financial markets as well as effects of the
interest equalization tax (IET) on issuance of securities here by
developed countries other than Canada. This tax raised the cost to
borrowers in these countries of security issues sold in the U.S.
market, causing some foreign borrowers to seek long-term credit
from commercial banks. Bank lending abroad during late 1964
and early 1965 was also stimulated by the anticipation that the
President would use his authority under existing legislation to
extend this tax to term loans to foreigners by U.S. banks. On Feb-
ruary 10, 1965, the President took this action.
Bank credit extensions to foreigners fell sharply after February,
partly as a result of the application of the IET to term loans, but
more importantly as a result of the voluntary program to limit
foreign lending and investing. In March growth in bank loans to
foreigners also fell off very sharply, and in April and May there
was a decline in foreign loans outstanding at banks of more than
$ 100 million a month.
Business loans. Bank loans to business rose faster in the first 6
months of this year than in any other comparable period since
1956. The expansion accounted for almost one-half of the increase
in total bank credit—the largest proportion in the current busi-
ness upswing.
Strikes, and the threat of strikes, played an important part in the
special demands affecting bank loans during the period. A dock
strike in January and February led to increased credit demands by
commodity dealers and food processors, whose financing needs in-
creased as flows of goods into and out of the country were sharply
curtailed. The rebound in automobile production to record levels
following work stoppages in that industry late in 1964 added to the
demands for bank loans, particularly to finance growth in dealer
inventories. In addition, the steel-using industries were stockpiling
inventories in anticipation of a possible steel strike in May; with
the strike deadline extended to September, inventory accumulation
has continued into the summer, although at a slower rate.
While these temporary demands for credit moderated somewhat
in the second quarter, bank loans to business still rose sub-
stantially. The pervasive strength of this demand reflected increas-
ing needs for external financing for working capital and in con-
nection with the continued expansion in expenditures for plant and
equipment.
One indication of the higher level of demand was the large in-
crease in business loans at the June tax and dividend dates. The
increase was substantially greater than in other recent years, even
though corporate income tax payments were only slightly larger
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than last year and outstanding tax anticipation bills and CD's
maturing around the tax date were much larger.
Other loans. Bank portfolios of real estate loans expanded by
about $2 billion in the first half of 1965, a rate of net accumu-
lation that was the smallest since 1961. Demands from businesses
and consumers for other types of bank loans, the somewhat slower
increase in total mortgage debt, competition for mortgages from
other lenders, and increased pressure on bank reserves, all played
a part in the slowing down of real estate lending by banks.
Bank loans to consumers other than on real estate are estimated
to have risen somewhat more rapidly than in the first half of 1964.
This year marks the fourth successive year that consumers have
added large amounts to their debt for automobiles and for other
nonresidential purposes. The faster rate of expansion in consumer
credit this year reflected in part automobile sales diverted to 1965
by strikes in late 1964 and probably also extra borrowing in con-
nection with personal income tax payments in April.
All other loans increased slightly less rapidly than in the Janu-
ary-June period last year, although loans to security dealers and
finance companies rose more than usual in June as nonfinancial
corporations liquidated Government securities and finance com-
pany notes in order to pay income taxes.
CHART 3
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NOTE.—Seasonally adjusted data for all commercial banks partly
estimated. Index based on last-Wednesday-of-month data. For
the other series, the percentage is computed from annual changes
in business loans and bank credit based on Dec. 31 data (esti-
mated for 1962 and 1963), except for quarterly data in 1965 (pre-
liminary), which are based on last-Wednesday-of-month data.
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Bank investments. Commercial bank holdings of U.S. Govern-
ment securities, seasonally adjusted, declined by $3.8 billion, or at
an annual rate of 12.4 per cent, during the first half of the year.
This was a larger percentage decline than for any comparable
earlier period in the current business upswing.
During the last few months of 1964 banks had built up their
holdings of short-term Governments—that is, those maturing
within 1 year—possibly in anticipation of increased loan demand.
In the first half of 1965 they reduced these holdings in order to
finance a rapidly expanding loan demand within a framework of
a less expansive monetary policy. Moreover, with the bill yield
over most of the period considerably below the discount rate and
the Federal funds rate, banks had an incentive to reduce bill hold-
ings in preference to other methods of reserve adjustment. Never-
theless, in the late spring, bank holdings of all short-term Govern-
ments (including bills) accounted for about the same proportion
of the now smaller Government security portfolios of banks as in
1963-64 on the average.
While reducing their holdings of short-term Treasury issues,
banks were showing considerable interest in Government secur-
ities maturing in more than 5 years. They acquired $5.6 billion
of longer-term issues in the January advance refunding and $1.1
billion in the May refunding. Concurrently, they reduced holdings
of intermediate-term securities. As a result, the proportion of 1- to
5-year issues declined while holdings of longer-term issues in-
creased to about a fourth—the highest proportion of recent years.
Bank acquisitions of other securities—mainly State and local
government and Federal agency issues—accelerated early in 1965
as time and savings deposits grew more rapidly. Acquisitions fluc-
tuated after February but continued at a somewhat higher rate
during the second quarter even though loan demand was large and
monetary policy less expansive. For the first 6 months of the year
holdings of other securities increased by $3.3 billion, or at a
seasonally adjusted annual rate of 17.1 per cent, as opposed to a
10.6 per cent rate for all of 1964.
BANK DEPOSITS AND . . , ,. .
MONEY STOCK In response to higher offering rates, the public increased its
holdings of commercial bank time and savings deposits sharply in
the early months of 1965. However, during the second quarter the
growth in these deposits moderated.
The money stock showed no change over January and February,
mainly because of the transfer of demand deposits to time deposits.
After February, money holdings—while fluctuating—increased
somewhat, although less than in 1964.
Time and savings deposits. During the first half of 1965 season-
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ally adjusted time and savings deposits expanded at an annual rate
of 14.7 per cent, somewhat more than the 12.8 per cent growth in
all of 1964.
The initial reaction of the public to the higher rates offered by
banks on interest-bearing deposits after rate ceilings were raised
in November 1964 was similar to their reactions to other rate
changes since the mid-1950's. In January and February such
deposits rose at near-record rates. But in subsequent months the
slackening was greater than usually follows the initial surge,
and these deposits grew at about the lowest rates since 1961.
This slower growth after February reflected increased purchases of
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NOTE.—Seasonally adjusted monthly averages of daily figures. Money supply consists of demand
deposits and currency outside the Treasury, the F.R. System, and the vaults of commercial banks.
Figures for demand deposits and for time and savings deposits are for all commercial banks.
Demand deposits exclude deposits due to domestic commercial banks and the U.S. Govt., cash
items in process of collection, and F.R. float, but include foreign demand balances at F.R.
Banks. Tune deposits exclude those due to domestic commercial banks and the U.S. Govt.
Latest figures, June (preliminary).
market securities by the public, the higher-than-expected tax pay-
ments by individuals in April, and the lack of growth in CD's at
banks outside New York City.
Passbook savings deposits at weekly reporting banks increased
about twice as rapidly in the first half as in the comparable period
last year. Some of the increased inflow was apparently at the ex-
pense of competing institutions. Growth in shares at savings and
loan associations and the increase in deposits at mutual savings
banks were considerably less than in the same months of 1964.
Time deposits, which are generally held by investors who are
more rate-conscious than holders of passbook savings accounts,
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CHART S
also expanded more at weekly reporting banks in the first half
of 1965 than in the similar 1964 period. A large part of this
growth was in relatively new forms of nonnegotiable savings and
investment certificates, which banks began to promote more ac-
tively earlier this year. By issuing these certificates at attractive
rates, banks are able to retain the deposits of their more interest-
sensitive customers and to compete for funds that otherwise might
not be channeled through commercial banks, without making com-
parable changes in rates on the much larger total of passbook
savings. Negotiable CD's have accounted for a somewhat smaller
proportion of the growth in time deposits so far in 1965 than in
the first half of 1964, although they rose more rapidly this year
than in 1964.
Rates paid on negotiable CD's were raised promptly at banks
in major cities after the November change in Regulation Q. Banks
outside of New York City expanded their CD's sharply in Janu-
ary as the new rate ceilings provided more leeway for the less well
known banks to offer rates high enough to attract additional funds.
Thereafter, outstanding CD's at these banks showed little net
change until around midyear, when there was a small further rise.
The higher rates that banks have needed to pay on CD's may
have deterred some banks from expanding their outstandings.
Other banks may have found Regulation Q ceilings a restriction
as the year progressed. Adverse publicity connected with the fail-
ure of a few small banks that had obtained a large proportion of
their deposits from the sale of CD's may also have limited the
demand for CD's of other banks.
New York City banks, however, have been aggressive in their
use of CD's to gain funds this year. As a group they accounted for
TIME AND U.S. GOVT. DEPOSITS account for most of the growth in required reserves this year
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NOTE.—Monthly averages of daily figures for member banks. All
series except excess reserves and borrowings are seasonally ad-
justed. Private demand deposits are demand deposits adjusted
plus net interbank deposits. Total reserves are adjusted to ex-
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almost three-fourths of the $2.5 billion increase in all CD's out-
standing during the first half. Growth at these banks was par-
ticularly heavy in April and May as they sought to restore liquid-
ity, which had been depleted in meeting strong loan demands
earlier in the year, and possibly also to anticipate further growth
in loans and sizable maturities of CD's in June. CD's issued by
New York City banks this year have generally been of longer
maturities than in 1964 because major banks have had the yield
leeway—as well as the desire—to seek longer-term funds, perhaps
in anticipation of a further rise in market yields.
Two major New York City banks also raised about $250 mil-
lion each in the long-term market in June—one by the sale of
debentures and the other by the sale of convertible notes. These
issues provide another indication of the recent aggressiveness
of banks in raising funds.
Money stock. Changes in the money stock during the first half
of 1965 reflected a variety of conflicting influences. The public's
holdings tended to be reduced by larger-than-expected tax pay-
ments; its demand for money was reduced by higher rates on time
deposits. On the other hand, a sharp rise in income and expendi-
tures tended to add to the transactions need for money. The net
result of these factors was some expansion in the money stock. The
seasonally adjusted money stock grew at an annual rate of 2.9
per cent in the 7 months after November 1964, when the dis-
count rate and Regulation Q ceilings were raised. This com-
pares with a rate of 4.3 per cent for 1964 as a whole.
The money stock was under downward pressure over the first
2 months of the year. While it advanced from February through
June, it fluctuated considerably, mainly in response to the large
NONBORROWED RESERVES grow less rapidly but BORROWED RESERVES grow faster tian in 64
BILLIONS OF DOLLARS BILLIONS OF DOLLARS
1961 1963 65 1961 1963 •65
cluae tne enects ot changes in legal reserve ratios. Nonborrowed ings from the Federal Reserve. Excess reserves are total reserves
reserves are total reserves adjusted minus member bank borrow- less required reserves. Latest figures, June (preliminary).




but uneven build-up in Treasury cash balances. During this period
the seasonally adjusted money stock rose at an annual rate of 3.9
per cent, with most of the expansion occurring in June.
A revised series for the money supply and time deposits, calcu-
lated on a weekly as well as a monthly basis, is described on pages
933-43 of this BULLETIN.
During the first half of 1965, seasonally adjusted required re-
serves increased more rapidly than last year, owing mainly to the
growth in time and U.S. Government deposits. A firmer Federal
Reserve policy resulted in a less rapid increase in nonborrowed
reserves, however, and member banks found it necessary to reduce
their excess reserves and increase their borrowings from the Fed-
eral Reserve in order to support the growth in deposits. As a
result, beginning in March, member banks as a whole showed a
continuous net borrowed reserve position for the first time in the
current expansion (see Chart 5 on previous page).
Most of the growth in borrowings occurred at reserve city banks
outside New York City. During the second quarter, major New
York City banks, mainly as a result of issuing a large volume of
CD's, not only borrowed relatively little but also purchased a
relatively small volume of Federal funds from other banks.
The Federal Reserve acquired $2.1 billion, net, of Treasury
securities through outright purchases and through repurchase
agreements during the first half of 1965, compared with $1.2
billion in the first half of 1964. These larger operations were
necessary to offset reserve drains due to gold losses and other
technical factors and to provide for part of the growth in required
reserves.
Outright purchases in the first half were mainly in bills; pur-
chases of bills accounted for 72 per cent of total net acquisitions
compared with 65 per cent for all of 1964. In May and June, when
the Treasury bill yield was under downward pressure, however,
reserve needs were met to a considerable extent through acquisi-
tions of coupon issues and repurchase agreements with Govern-
ment security dealers.
Interest rates during the first half of 1965 were a little higher
than in the last few weeks of 1964. Most of the increase occurred
at the short end of the maturity spectrum, but corporate and mu-
nicipal bond yields also rose toward the end of the period.
The market yield on 3-month Treasury bills reached almost 4
per cent at the end of February, nearly 40 basis points above the
level before the discount rate was raised in November. From the
end of February to mid-June, however, bill yields drifted down-
Federal Reserve Bulletin: July 1965RECENT CREDIT AND MONETARY DEVELOPMENTS 931
ward to a low of 3.78 per cent—17 basis points above the level
before the discount rate change. In early July bill yields firmed,
in part because of lower-than-expected seasonal purchases by
the Federal Reserve.
The decline in bill yields after February occurred despite gradu-
ally increasing pressure on reserve positions of commercial banks.
But demand for bills by nonfinancial corporations and State and
local governments was strong, particularly in the second quarter,
and the market supply was reduced, both by declines in the vol-
ume of Treasury issues outstanding and by Federal Reserve pur-
chases. Some of the demand for bills by nonfinancial corporations
may have been the result of the repatriation of liquid assets held
abroad under the President's balance of payments program.
Yields on other types of short-term paper did not decline along
with Treasury bill yields in the spring. For example, yields on
CD's, bankers' acceptances, and finance company paper—under
the pressures of a greater supply—were maintained or rose above
the advanced levels reached in the first quarter. Towards the end
of June, however, CD yields declined slightly.
Yields on long-term Government bonds fluctuated in a very
narrow range around 4.15 per cent during the first half of the
year. Stability persisted despite the substantial debt lengthening
achieved by the January advance refunding and the regular May
refunding by the Treasury and in the face of upward pressure on
other security yields in May and June. The outlook for lower-
CHART 6
Some LONG-TERM YIELDS slightly higher in first half of '65; TREASURY BILL YIELDS decline in second quarter,
but remain above '64
PER CENT PER ANNUM PER CENT PER ANNUM
NOTE.—Monthly averages of daily figures except for FHA-insured
mortgages, which are based on quotations 1 day each month.
Corporate and State and local bonds: Moody's Investors Service.
U.S. Govt. bonds, issues maturing or callable in 10 years or
more. Treasury bills, market yields on 3-month bills. Latest fig-
ures, June.
Federal Reserve Bulletin: July 1965FEDERAL RESERVE BULLETIN • JULY 1965 932
than-expected new financing by the Treasury in view of its large
cash balance and, toward the end of the period, Federal Reserve
and other official purchases of coupon issues, helped to moderate
any tendency for these upward pressures to be transmitted to the
Treasury bond market.
Late in the second quarter, yields on new public offerings of
corporate bonds rose to levels higher than in any other period
since late 1961. Adjusted to an Aaa basis, such yields in June
were nearly 20 basis points higher than the level prevailing in
early 1965. Upward pressure came from an upsurge in new issues
of corporate bonds and from market anticipation of a continuing
large volume of security financing. The larger financing volume
in June—including the two large issues of securities by banks,
mentioned earlier—led to some short-run congestion in the mar-
ket, to an increase in underwriters' unsold inventories, and to the
breaking up of some syndicates prior to complete distribution of
their underwriting.
Yields on State and local government bonds had dropped
sharply after the November change in Regulation Q, largely be-
cause of the anticipation of a greater demand for such securities
by banks. In March these yields rose as bank purchases declined
when time deposit growth slowed, and as other investors were less
interested at the lower prevailing yields. The level of dealer in-
ventories increased in the second quarter to a record high, and
in mid-June yields on such issues rose appreciably further.
Higher yields on corporate and State and local government
bonds and some congestion in the capital markets had no apparent
effect on the mortgage market, where competition among lenders
for a slightly reduced volume of mortgages remained relatively
strong. Thus, home mortgage yields remained stable for the third
year, although the earlier gradual liberalization of nonrate terms
appears to have come to a halt.
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